New Jersey Division of Taxation

Home I mprovements

A X Sales Tax and
OPIC

I ntroduction

When you have work done on your real
property (building or land), thiswork can be
either a capital improvement, a repair, or
maintenance service. Sales tax rules differ
for each type of work done to your real
property. This bulletin explains the sales tax
rules that apply in each case.

Bulletin S& U-2

General Information

A contractor isan individual or business entity
engaged in the business of improving, altering,
or repairing land, buildings, or other real prop-
erty of others. Sales of materials and suppliesto
contractors are taxable because the contractor is
considered the final consumer (or end user) of
these items. Some examples of persons who are
considered contractors for New Jersey sales tax
purposes are: builders, plumbers, electricians,
carpenters, painters, paper hangers, roofers, ma-
sons, and landscapers.

The term contractor also includes those who
manufacture, sell, and install items which be-
come part of real property (e.g., manufacturers
and sellers of kitchen cabinets and vanities who
also install those items). Such contractors are
known as fabricator/contractors.

The work performed by a contractor can be a
capital improvement, arepair, or amaintenance
service. Contractors working in New Jersey are
required to be registered with the State of New
Jersey for tax purposes and to collect New Jer-
sey salestax on charges for labor when required.
For more information pertaining to contractors,
request Tax Topic Bulletin S& U-3, Contractors
and New Jersey Taxes.

Real property means land and buildings and any
property permanently attached to the land and/or
buildings in such away that its removal would

result in substantial damage to the real property.
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Tangible personal property is material property
that is not classified as real property. It has phy-
sical mass and can be touched (e.g., furniture,
automobiles, tools, appliances) and includes nat-
ural gas and electricity. Tangible personal prop-
erty differsfrom “intangible personal property”
(e.g., stocks, bonds, insurance) which has no
physical substance.

Construction materials are items purchased by a
contractor which will become part of the real
property. For example, a 2x4 used as a stud will
become part of the wall and is therefore consid-
ered construction material.

Capital improvement means an installation of
tangible personal property which increasesthe
capital value or useful life of the real property
(land or buildings). The item(s) installed must be
permanently attached to the real property.

Examples of capital improvements include:

All new construction

New siding

New kitchen cabinets

New kitchen fixtures

Paving driveway

Planting shrubbery, trees, etc.

New central air conditioner

Clearing land for construction

Attic ventilation fan

New fence

Electronic garage door opener

Barbecue pit

Laying new sod

Solar energy window film

Hard-wired security system

In-ground swimming pool

New awnings

Wall-to-wall carpeting
installed over subfloor

Underground water sprinkler
system

Porch enclosure
New heating system
New electrical outlets
Storm doors & windows
New doors
Flagpole (in concrete)
New roof
New gutters
Rewiring
New €elevators
New hot water heater
Seeding new lawn
New door locks
New bathroom fixtures
Fireplace
New tiled bath
New deck
Initial painting of

new construction

Repair (to real property) means work which re-
stores property to working condition; it does not
add to the value or prolong the life of the prop-
erty. Maintenance services preserve the existing
condition of real property.

Examples of repairs include:

Fixing loose bath tiles

Fixing faulty plumbing
Patching driveway potholes
Repairing cracked patio floor
Fixing faulty electrical outlets

Repairing gutters
Pointing bricks
Replacing torn screen
Fixing leaksin cellar
Fixing leaky roof

In some situations, the difference between are-
pair and a capital improvement is the extent of
the work that is done. For example, replacing a
few loose bath tiles or a portion of aleaky roof
isarepair to the existing real property. However,
replacing all of thetiles or the entire roof with
upgraded or improved materials would be a
capital improvement.

Examples of maintenance services include:

Mowing lawns Snow shoveling
Trimming trees Powerwashing exterior
Painting interior or exterior of house
Paying Sales Tax on

| mprovements

Repair and Maintenance Services. A contrac-
tor’s bill should separately state the charges for
materials and for labor. The contractor charges
salestax on the labor portion of the bill only
when he performs arepair or maintenance serv-
ice. (Thereisno salestax due on the charge for
labor when the contractor’swork resultsin a
capital improvement. See Capital |mprovement,
below.) The contractor may not charge you sales
tax on the cost of the materials and supplies
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used for the job. However, if the contractor
charges you alump sum for the repair or main-
tenance service, without separating the charge
for materials from the charge for labor, you are
required to pay the sales tax on the total amount
of the bill.

Certain service providers that work on, but do
not alter, real property (e.g., janitorial or clean-
ing services, pest control services) are not con-
sidered to be “contractors’ for New Jersey sales
tax purposes. These businesses must charge you
salestax on the total amount of your bill.

Repairs or services to tangible personal property
(e.g., washing machines, television sets, auto-
mobiles) are not repairsto real property. A
tradesman such asa TV repairman is not a“ con-
tractor” for New Jersey sales tax purposes be-
cause heis not working on the land or buildings
of others. He is required to charge you sales tax
on both his labor and the parts used for the

repair.

Capital | mprovement. When the work per-
formed on your real property resultsin a capital
improvement, the contractor may not collect
sales tax from you on any charges (materials or
labor), provided you give the contractor a prop-
erly completed Certificate of Capital Improve-
ment (Form ST-8). Your contractor may supply
an ST-8 form, or you may obtain one from the
Division of Taxation. For your convenience,
Form ST-8 isincluded at the end of this booklet.

Residential Heating Systems

The contractor may not charge you salestax for
either parts or labor when maintaining, servicing,
or repairing aresidential heating system unit,
provided the heating system serves no more than

three families who live independently of each
other and do their own cooking on the premises.

Do-1t-Yoursef Work

When you work on real property yourself, you
are required to pay salestax on the materials and
supplies that you purchase. Anyone purchasing
construction materials from a supplier, whether
acontractor or property owner, must pay sales
tax, regardless of the nature of the job (repair or
capital improvement). The capital improvement
exemption applies only to the contractor’s labor
charges billed to the homeowner.

Floor Covering

The retail sale of floor covering is aways sub-
ject to sales tax. Anyone (contractor, devel oper,
or property owner) purchasing floor covering
from adedler (retailer) pays salestax on the
purchase price of the floor covering. Thisistrue
whether or not the dealer does the installation,
or whether the installation resultsin a capita
improvement. When adealer sellsand installs
floor covering, the sale of the floor covering and
the sale of theinstallation are always treated as
two separate transactions, and the dealer must
collect sales tax on the sales price of the floor
covering. Floor covering includes carpeting,
linoleum, tile, hardwood, marble, and padding.
However, the sale and installation of floor cov-
ering by a contractor who is not aretail dealer
follows the general contractor rules. See Paying
Sales Tax on Improvements on page 2.

If the installation of floor covering resultsin a
capital improvement (i.e., it is permanently
installed over a subfloor), the installation charge
will not be subject to sales tax provided that:
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1. Theinstallation charge is stated separately
from the charge for the floor covering; and

2. The homeowner issues a Certificate of Capital
Improvement (Form ST-8) to the ingtaler.

When the installation of floor covering does not
result in a capital improvement, there will be
salestax on theinstallation charge. For morein-
formation on floor covering, request publication
ANJ-5, Floor Covering Dealers & New Jersey
Sales Tax.

L andscaping

L andscapers are considered contractors because
they work on the land or buildings of others.
They follow the same New Jersey sales tax rules
as other contractors. If the landscaper’s work
resultsin a capital improvement (e.g., clearing
land for new construction, planting trees, ter-
racing), there will be no salestax. If the work
performed by the landscaper isarepair or main-
tenance service (e.g., pruning, fertilizing, mow-
ing), the landscaper charges salestax on the
labor portion of the bill. For more information
about landscapers, request publication ANJ-4,
Landscapers & New Jersey Sales Tax.

For More Information

By Phone

o Cadll the Division of Taxation’s Customer
Service Center at 609-292-6400

e TTY equipment users call 1-800-286-6613
(within NJ, N, PA, DE, and MD) or
609-984-7300 (anywhere)

In Writing

Online

o Division of Taxation Web site:
www.state.nj.us/treasur y/taxation/

e E-mail: taxation@tax.state.nj.us

e Subscribe to NJ Tax E-News, the Division
of Taxation’s online information service, at:
www.state.nj.us/treasury/taxation/
listservice.shtml

New Jersey Division of Taxation
Information and Publications Branch

PO Box 281

Trenton, NJ 08695-0281

Order Forms and Publications

 Call the Forms Request System at
1-800-323-4400 (Touch-tone phones within
NJ, NY, PA, DE, and MD) or
609-826-4400 (Touch-tone phones anywhere)

e Cal NJTaxFax at 609-826-4500 from your
fax machine’'s phone

¢ Visit the Division of Taxation's Web site:
www.state.nj.us/treasury/taxation/
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ST-8 (11-99, R-10) State of New Jersey
DIVISION OF TAXATION

A registered New Jersey contractor
To be completed by owner of real SALES TAX must collect the tax on the amount
property and contractor, and retained FORM ST_ 8 charged for labor and services under

by contractor. Read instructions on the contract unless the owner gives

him a properly completed Certificate of

back of this certificate. CERTIFICATE OF Capital Improvement.

CAPITAL IMPROVEMENT

MAY BE ISSUED ONLY BY THE OWNER OF THE REAL PROPERTY
MAY NOT BE ISSUED FOR THE PURCHASE OF MATERIALS

(Name of Contractor)

(Address of Contractor)

(Contractor’s New Jersey Certificate of Authority Number)

THE FOLLOWING INFORMATION MUST BE FURNISHED:

The nature of the contract is as follows (describe the capital improvement to be made):

The address or location where work is to be performed:

TOTAL AMOUNT OF CONTRACT $

The undersigned hereby certifies that he is not required to pay sales and use tax with respect to charges for installation of
tangible personal property, because the performance of the contract will result in a capital improvement to real property. The
undersigned purchaser hereby affirms (under the penalties for perjury and false swearing) that all of the information shown
in this Certificate is true.

CONTRACTOR'’S CERTIFICATION

| certify that all sales and use tax due has been or will be paid by | (Name of owner of real property)

the undersigned on purchases of materials incorporated or

consumed in the performance of the contract described herein. (Address of owner of real property)
By
- (Signature of owner, partner, (Date)
(Signature of Contractor) (Date) officer of corporation, etc.)

Any person making representations on this certificate which are willfully false may be subject to such penalties as
may be provided for by law.

REPRODUCTION OF CERTIFICATE OF CAPITAL IMPROVEMENT FORMS: Private reproduction of both sides of
Capital Improvement Certificates may be made without the prior permission of the Division of Taxation.

NEW JERSEY DIVISION OF TAXATION, TECHNICAL SERVICES, TAXPAYER SERVICES BRANCH/OCE,
PO BOX 281, TRENTON, NJ 08695-0281

MAY BE REPRODUCED
(Front & Back Required)
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